Views expressed do not necessarily reflect official positions of the Federal Reserve System. T he labor force is defined as the number of people employed and unemployed. The labor force participation rate (LFPR) is computed by dividing the labor force by the working-age population. The participation rate has both cyclical and secular components. During a recession, the participation rate typically declines as discouraged workers exit the labor force. Anecdotal evidence highlights this effect during the recent recession, explaining how the weak labor market has led job seekers to quit looking for work and persuaded students to prolong their schooling. 1 However, it is not immediately clear how much of the recent decline in the participation rate is due solely to cyclical phenomena. Slowly evolving demographic changes are also affecting the participation rate. In this essay, we explain how to decompose the changes in the LFPR into a cyclical component (due to current economic conditions) and a long-run component (due to demographic shifts).
The bottom row of the table decomposes the 0.66 percent decline in the LFPR over the past three years, much of which is dominated by a smaller share (-0.79 percent) of the prime workingage population. Some evidence, however, substantiates recessionary causes. The LFPR of the prime working-age population has contributed negatively to the decline (-0.21 percent), which is likely due to difficult labor market conditions. The LFPR of 16-to 24-year-olds has also driven the aggregate decline; however, greater returns to education appear to have encouraged more high school graduates to go to college since at least the 1980s.
As individuals reenter the labor force, a cyclical correction in the LFPR is likely, causing the unemployment rate to rise. If the past two recessions are any indication, this correction may be modest. Difficult labor market conditions may have forced many individuals to make long-term decisions, such as early retirement or pursuing advanced education, that may remove them from the labor force for some time.
-Riccardo DiCecio and Charles S. 
Conventions used in this publication:
1. Except where otherwise noted, solid shading indicates recessions, as determined by the National Bureau of Economic Research. The NBER has not yet determined the end of the recession that began in December 2007; however, the hatched shading shows that the recession ended in July 2009. We made this determination based on a statistical model for dating business cycle turning points developed by Marcelle Chauvet and Jeremy Piger ("A Comparison of the Real-Time Performance of Business Cycle Dating Methods," Journal of Business and Economic Statistics, 2008, 26, 42-49) . For more information, see http://www.uoregon.edu/~jpiger/us_recession_probs.htm.
2. Percent change refers to simple percent changes. Percent change from year ago refers to the percent change from the same month or quarter during the previous year. Compounded annual rate of change shows what the growth rate would be over an entire year if the same simple percent change continued for four quarters or twelve months. The compounded annual rate of change of x between the previous quarter t -1 and the current quarter t is: [(x t /x t -1 ) 4 -1] × 100. For monthly data replace 4 with 12. 86  87  88  89  90  91  92  93  94  95  96  97  98  99  00  01  02  03  04  05  06  07  08  09  10  11   85  86  87  88  89  90  91  92  93  94  95  96  97  98  99  00  01  02  03  04  05  06  07  08  09  10 Percent of GDP
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*Data from Jan. 1992 to the present are on a NAICS basis; data prior to Jan. 1992 are on an SIC basis and are not strictly comparable (see End Note). 86  87  88  89  90  91  92  93  94  95  96  97  98  99  00  01  02  03  04  05  06  07  08  09 National Economic Trends 
